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MADAGASCAR KEY ECONOMIC INDICATORS 


All Values in US$ Million ; 1982: $1.00 = 350 FMG 
and represent period averages ~ . 1983: $1.00 = 405 FMG 
unless otherwise indicated Mo 1984: $1.06 550 FMG 


; % Change Estimate 
_1982 1983 1982+83* 1984 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 2,846 .3** 3,005.7 +22 .2 
GDP at Constant (1970) Prices 704.8 620.9 + 1.9 
Per Capita GDP at Current Prices 
fin §) 5; 287-5 295.3 +18.8 
Plant & Equipment Investment: 
. Current 387.7 357.0 \ * 6.5 
- Constant (1970) I2eo 60.9 - 3.1 
Indices: Indus. Production 
(1970 = 100) 84,9** 84.5*** - 0.4 
Avg Labor .Productivity (1974=100) 101.4** 100 .8*** - 0.6 
Avg Industrial Wage (1974=100) 197 .2 ¥97 <2 216 .9(Jan) 
Labor Force, 4,550.000 4,650,000 4,800,000 
Average Unemployment (number reg.) 52,900 63,100 65,000 
Prod.: Rice (Paddy) (Metric Tons) 2,105,000 2,147,000 2132 
Coffee (Green) (Metric Tons) 81,180 80,880 79,700 
Cotton (Metric Tons) 25,800 26,500 32,000 
Cloves (Metric Tons) 9,900** 7,800 8,200 
Sisal (Metric Tons) 13,680 13,000 13,000 
Vanilla (Metric Tons) 960 1,000 1,200 
Sugar (Metric Tons) 82,159 95,759 85,000 
Graphite (Metric Tons) 1573904 13,395 14,000 
Chromite (Metric Tons) 44,223** 41,598 40,000 
Cement (Metric Tons) 35,921 36,237 35,000 
Textiles (1,000 meters) 72,889 63,237 70,000 
Paper, finished(metric Tons) 6,395 6,341 6,500 
Refined Petroleum Products 
(cu. meters) 406,690** 222,337 
Electricity Production 
(1000 Kwh) 342,6800 360,186 380,000 
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MONEY AND PRICES 


Money Supply (M2 - Broad Money) 788 .3 670.4 
Interest Rates: Com'l Bank Med. 
Term (6-24 mos) ig .7o8 14.50% +13.7 
Cost of Living Indices: 
Traditional (July 1972=100) 419.6(Dec) 476 .6(Dec) 
Modern (July 1972=100) 384.6(Dec) 428 .5(Dec) 


BALANCE OF PAYMENTS AND TRADE 


Foreign Exchange Reserves - - fe 
External Public Debt 1,250.3 1,530.9 +22 .4 
Annual Debt Service 115.7 SE 8076 "= 56.2 
Esternal Current Account Balance - 351.4 - 625.4 - 
Exports, F.O.B. (Merchandise only) Samet 310.8 +10.4 
U.S. Share (F.A.S.) 62.5 70.7 +13.1 
Imports, F.O.B. (Merchandise only) 487.4 478 .3 +13 .5 
U.S. Share (F.A.S.) 2367 2253 - 5.9 


Main Exports to US (1983)-(Value in Million US$): Vanilla, 39.0; 
Coffee, 18.4; Sugar, 6.3; Cloves & Clove stems, 2.1; Chromite, 


1.4; Graphite, 1.6; Shrimp & Prawns, 0.9; Clove oil, 0.5. 


Main Imports from US (1983)-(Value in Million US$): Rice, 7.2; 
Drilling & boring machinery, 5.0; Soybean oil, 1.3; Special 
non-military vehichles, 1.1; Other Machinery & Transport Equip., 
0.9;. Motor Vehicle parts, 0.9; NFD Milk, 0.9; Geophysical 
instruments, 0.9. 


* Precent changes based on Malagasy francs (FMG) values and not on 


dollar equivalent. ¢ 


Revised 
Estimates 


*k 





I... SUMMARY : 


The ongoing efforts of the Malagasy government (GDRM) to improve 
economic conditions have focus®d on the continuing balance of 
payments crisis and the concomitant problem of lack of 

productivity. Agricultural and industrial production has stagnated 
over the past few years, due in large part to the country's 
inability to finance the importation of raw materials, spare parts, 
machinery, and other necessary inputs. Also inhibiting production 
is the deterioration of once-healthy infrastructure. Irrigation 
systems are broken down, port facilities are in disrepair, and the 
deplorable state of the transportation network makes the development 
of industry and agriculture and the subsequent marketing of 
production extremely difficult. Recent cyclone and flood damage has 
exacerbated this problem. Long-standing CDRM policies which failed 
to provide adequate production incentives and which block the free 
interplay of market forces have also had a deleterious effect. 


The government has been addressing these problems on several 

fronts. First, its public investment program (PIP) for 1983-85 
places a heavy emphasis on developing agriculture, particularly 
rice, cotton, coffee, and sugar, and on rehabilitating existing 
infrastructure. Second, it has instituted a series of reforms aimed 
at restoring production incentives in the private sector, 


streamlining the system of allocating foreign exchange for imports. 
which support the PIP and for export industries, eliminating 
agricultural subsidies, and reducting government expenditure in 
general. Third, it has cooperated closely with the IMF, the World 
Bank, and major trading partners in an effort to improve its balance - 
of payments situation. 


There has also been renewed interest on the part of the GDRM in 
encouraging foreign investment in Madagascar. Three American oil 
companies (AMOCO, mobile and occidental Petroleum) began independent 
seismic operations on the island in 1982; drilling operations are 
expected to commence in the fall of 1984. The GDRM is also actively 
seeking additional-investment and/or export markets for its minerals 
and other commodities. 

Despite the fact that foreign exchange shortages and restrictions on 
external credit preclude a short-term expansion in overall imports, 
a slight increase in. the volume of agricultural imports and the 
replacement of equipment in the transit and industrial sectors may 
be possible. American exporters have much to offer in these areas, 
and the Malagasy are receptive to the idea of diversifying their 
suppliers. A greater share of the Malagasy market will therefore 
depend on aggressive sales promotion efforts, in French if possible, 
by American companies. 





Although the new GDRM policies are likely to have a beneficial 
effect on the economy in the long-term, economic conditions will 
remain unfavorable for the Malagasy population over the short-tern 
(at least the next 12 months). Production deficiencies, import 
austerity, and the continuing depreciation of the FMG combine to 
make amelioration of living standards unlikely for a long period of 
time. Unemployment is expected to rise even more, as the migration 
toward the cities continues. 


II. BACKGROUND 


Madagascar is an island country more than twice the size of Great 
Britain. Some 9.5 million people inhabit its 592,000 square 
kilometers of territory, approximately 16 persons per square 
kilometer. 


Cool central highlands and tropical coastal regions combine with 
varying soil conditions to allow for a rich diversity of 
agriculture. Including fisheries and forests, the agricultural 
sector employs 88% of the country's labor force, generates roughly 
40% of the GDP, and earns about 80% of the country's export 
receipts. Rice is the most important staple food, with some 703% of 
the population involved in its cultivation. The three major export 
crops are coffee, vanilla, and cloves. 


The country is moderately rich in minerals as well as heavy oil and 
tar sands deposits. Important mineral exports are: chromite, 
graphite, and mica. Only 20% of the country remains forested, and 
even this is threatened by the widespread use of wood for fuel and 
by traditional slash and burn cultivation methods. A largely 
untapped network of rivers offers great potential for irrigation and 
hydroelectric projects. A major 58MW dam, inaugurated in 1982, can 
easily be expanded to double its capacity. . 


‘“Madagascar's inability to exploit these assets adequately has 
resulted in an overall decline in economic conditions during the 
past decade. Although depressed world markets for Malagasy exports 
combined with the high cost of imported goods can explain part of 
this problem, domestic economic policies clearly exacerbated the 
situation. In the late 1970's the government contracted huge debts 
to finance social service sector and large agro-industrial projects, 
which were usually inefficiently run and of questionable short or 
medium-term economic value. In addition, the public sector spent 
far more than treasury receipts allowed to finance job creation, 
nationalization of private companies, and subsidies for existing 
state-owned businesses. Urban consumers were also handsomely 
subsidized: at the expense of farmers. “3 


( 





The government has been able to stem the resultant rapid economic 
decline of the early 1980's through the implementation of the 
policies mentioned above (page 1, paragraph 2). 


The decline in CDR of the past few years (-9.1% in 1981, -1.1 in 
1982, +1.9% in 1983) has for the moment been reversed, and the 
inflation rate has been somewhat reduced; a state of economic 
stagnation rather than of absolute decline seems to have set in. 
However, unless the basic balance of payments and infrastructure 
problems are satisfactorily addressed, further deterioration can be 
‘expected in the future. ; 


III. CURRENT ECONOMIC SITUATION AND TRENDS 


A. Domestic Food and Cash Crops 


Agriculture is by far the most important sector of the Malagasy 
economy, and rice is the most important crop within that sector. 

is grown on about 50% of the permanently cultivated land in the 
country, 70-80% of which is family-run fields. The large 
officially-promoted rice projects of the late 1970's and early 
1980's were unable to fill the growing supply and demand gap, and 
Madagascar, once a net exporter of rice, was forced to import 
350,000 tons in 1982. As foreign exchange availability to purchase 


imports rose from 5% in 1979 to nearly 22% in 1982. In response to 
this problem, the government raised the producer price ceiling on 
rice by a factor of four in 1982-83 to encourage production and 
relinquished its monopoly on collection and wholesale distribution. 
In 1983, total rice imports declined to 185,000 tons with the help 
of a favorable rice harvest. 


The government's goal is self-sufficiency in food with priority for 
grains and oil seeds. Consequently, the producer prices of other 
major crops such as peanuts (for edible oil), sugar, and cotton have 
also been permitted to increase substantially to enhance 

production. It seems certain, however, that rice imports will 
continue to be necessary, as will imports of edible oils, wheat for 
the recently completed wheat mill, and cotton for its raw 
material-starved textile industry. : 


B. Food and Agricultural Exports 


Coffee, vanilla, and cloves make up the bulk of Madagascar's food 
exports. Fish (particularly shellfish) and cattle are now only 
marginally important exports but their potential is impressive. 
Government policy had in recent years actually discouraged beef 
exports, since the ten million head of cattle has, along with rice, 
provided the main ingredient in the national 

food supply. As with agriculture in general, the government is 
relaxing official controls in the fish and livestock sector and 
devoting a greater portion of its internal resources and of outside 
assistance toward its development. 





Madagascar's dependence on its three traditional food exports leaves 
it vulnerable to the wildly fluctuating world demand for those 
commodities. Even though cloves were at the peak of their 3-4 year 
production cycle, they fell from a 23% share of tota). export value 
in 1982 to a less than 6% share in 1983, in large part because of an 
Indonesian decision to purchase cloves domestically. Coffee 
provided 40% of total export value in 1983, but both prices and 
volumes are expected to remain relatively low because of low world 
demand and because Madagascar's quota in the International Coffee 
Organization has been reduced due to a failure to meet earlier 
quotas. Vanilla, which represented 20% of total export value in 
1983, continued to recover from its 1979-81 lows as there was a 
renewed consumer preference for natural over synthetic vanilla. 


C. Minerals 


Exports from the mineral sector make up less than 5% of total export 
revenue, but the bulk of the country's mineral wealth has yet to be 
exploited. Of the minerals which are exported, graphite, chromite, 
and mica generally account for about 90% of the income. Chromite 
was once the leader of the three, but with increasing demand for a 
more finished product like ferrochrome, sales of this mineral have 
dropped precipitously from 109,000 tons in 1979 to about 51,000 tons 
in 1983. Demand for graphite has likewise been slack, with mica 
running a very poor third due to synthetic competition. Other 
minerals offering good commercial potential are nickel, bauxite, 
iron, coal, ilmenite, and uranium. Semi-precious and ornamental 
stones such as beryl (aquamarine), tourmaline, amethyst, citrine, 
rose and smoked quartz, are also exported in small quantities. The 
government is seeking foreign investors to enhance production and 
exportation of these minerals. 


D. External Accounts 


Madagascar's external public debt reached over 1.5 billion dollars 
in 1983, and it is unlikely that the country will be able to reduce 
its arrears at any time in the near future. The external current 
account balance ballooned to 20.8% of GDP in 1983, though best 
estimates for 1984 place the figure at about 13% of GDP. 


Malagasy finance officials have expended considerable effort in 
obtaining new bilateral and multilateral financial assistance and in 
rescheduling debts. An agreement reached with the IMF in early 1984 
should enable Madagascar to reduce its debt service payments in the 
difficult period ahead before the government reforms begin to spark 
the economy. Indeed, annual debt service decreased from from $116 
billion in 1982 to $51 billion in 1983 and is estimated to decline 
to $38 billion for 1984. This "breathing room" combined with 
commitment to the kind of prudent economic management which the 
government is now beginning to espouse may eventually reintroduce 
equilibrium to the balance of payment situation. 





E. Economic Management and Investment Incentives 


As noted earlier, Madagascar has instituted a public investment 
program for the years 1983-85. Some 31.3% of investment is to be 
targeted at the agricultural sector, 16.6% at mining, energy, and 
water, 23.4% at industry, 19.3% at transportation and communications 
and 9.4% at the social sector. Emphasis is on rehabilitation of 
existing capacity rather than on launching of new projects. In 
supporting the goal of food self-sufficiency, priority will be given 
to improving the collection and distribution system, including the 
rehabilitation of badly deteriorated agricultural roads and other 
infrastructure. 


In addition to liberalization of prices and encouragement of private 
initiative, other important elements of Madagascar's economic 
program are: 


Reestablishment of small-scale agricultural credit for 
individual farmers. 


Raising by 2.5% interest rates payable on time 
deposits. Domestic savings had fallen from 11.3% of 
GDP in 1976 to 3.2% in 1982. 


Launching of a national bond issue to finance 
investment in the rice sector. 


Tight ceilings on domestic credit growth. 


Relative reduction in public expenditures (including 
significant job losses for government workers). 


Reduction in the government budget deficit from 18.5% 
of GDP in 1980 to 7.7% of GDP in 1983. 


Implementation of a system for making a portion of 
foreign exchange earnings automatically available to 
importing firms to assure access to priority imports. 


In the fall of 1984 the government is expected to announce new 
investment and mining codes, liberalization of import and export 
procedures,. greater pricing freedom, and a system of effective 
repatriation of capital and profits for foreign investors. The 
government also intends to open up all but a few areas of the 
economy to the private sector and to review the role and 
effectiveness of parastatal concerns with an eye to reducing 
government involvement in what are more appropriately private sector 
activities. 





The problems to be overcome are acute.. Industry is operating at 
less than 30% of capacity, largely because of severe raw materials 
shortages and lack of imported spare parts, which has also resulted 
in more than one-half of. the vehicle fleet being immobilized. 
Interest rates have risen from 10% to 14.5% in less than two years. 
There is also limited scope for increase in government revenues 
without endangering the revitalization effort; indeed, the 
government will offer a program for industrial tax relief in the 
near future which may offset recent gains in tax revenue. In 
addition, difficulties in certain critical aspects of the economy 
could seriously impair any revitalization; after a fire in August 
1983 disabled the petroleum refinery in Tamatave, for example, 
refined petroleum production fell by 45% from 1982 to 1983. 


Finflly, the government must walk a fine line between imposing the 
needed austerity programs and alienating the people, who will be 
faced with increased unemployment, further depreciation of the FMG, 
continued scarcity of basic consumer goods, widespread malnutrition, 
and a 20-25% inflation rate. The short-term outlook is 
unquestionably grim, but the domestic scene is nevertheless 
relatively stable, and there may be light at the end of the tunnel. 


IV. IMPLICATIONS FOR THE U.S. 


A. Trade 


As Madagascar grapples with its debt and balance of payments 
problems, prospects for the short-run expansion of U.S. exports will 
be limited, despite the overall improvement in bilateral relations 
between the two countries. Exporters with the best chances of 
success will be firms providing oil drilling and related equipment 
(imports of which increased dramatically to $5 million in 1983), 
agricultural equipment and accessories (particularly hand 
implements), road construction, mining and civil engineering 
equipment, trucks and heavy duty vehicles, aircraft and air traffic 
control equipment, insecticides, fertilizer, essential 
pharmaceuticals, and hospital supplies. Spare parts from companies 
which have been fast exporters to Madagascar will also be needed. 


The U.S’ trade position in Madagascar could improve markedly if 
American oil companies find exploitable petroleum deposits, which 
seems quite possible. Beyond that, aggressive sales promotion - in 
French as much as possible - will be essential for any company 
interested in further penetrating the Malagasy market. 


| 





B. Private Investment 


U.S. investment in Madagascar is minimal at present, although the 
oil exploration efforts of Amoco, Mobile, and Occidental petroleum 
have been significant and are likely to lead to a fairly substantial 
level of U.S. investment in Madagascar in the foreseeable future. 

In addition to the petroleum companies, the N-Ren JCO. of 
Cincinnati, through its Bahama-based international operations, owns 
25% of the equity in a still-uncompleted fertilizer plant in 
Tamatave. Another European affiliate of an American company, 
Parsons and Whitmore, owns half interest in a major paper 
manufacturing company called PAPMAD. The 100% American-owned Singer 
Sewing machine assembly and distribution facility has been shut down 
for some time due to import restrictions. 


After years of emphasizing self-sufficiency and creating obstacles 
to foreign private investment in Madagascar, the GDRM is 
increasingly viewing such outside help as an essential condition for 
renewed economic growth... As the recent arrival of U.S. oil 
companies demonstrates, American companies whose interests are 
compatible with Madagascar's investment priorities are especially 
welcome. Mining companies are high on the list of those being 
sought by Madagascar. 


Majority government control in industries of major economic 
importance is still an essential tenet of Madagascar's investment 
policies. These policies have been formulateg in a series of vague 
laws and proclamations, but it is hoped that the 


soon-to-be-announced revisions in the investment code will clarify 
their status and afford greater opportunity for American investment 
on the island. 





